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To Our Shareholders,

We are pleased to report another record year for the Company. Our 2004 net income increased to
approximately $1.57 million, or 61%, compared to $974,000 in 2003. Basic and diluted earnings per share
were $.60 and $.58, respectively, compared to $.37 per basic and diluted share for 2003. We believe our
foundation for the future is now firmly in place.

At December 31, 2004, our assets were $164.6 million with total capital of $16.7 million compared to
assets of $135.2 million and total capital of $14.9 million at December 31, 2003. Book value per share at
December 31, 2004 was $6.31 compared to $5.70 at December 31, 2003. At December 31, 2004, the
Company’s loan portfolio amounted to $129.3 million compared to $111.3 million at December 31, 2003.

Our original business strategy focused on real estate lending and offering competitive deposit
products, which is where our expertise lies. We have consistently followed our business strategy over a four-
year period, resulting in the creation of a solid, high-quality loan portfolio. Over the past four years, our
deposit base has grown to $97.7 million and we have originated approximately $238 million in residential and
commercial real estate loans. In this same time period, we have significantly enhanced our capital position
through earnings and the issvuance of capital. Our capital has grown to $16.7 million at December 31, 2004,
from $5.7 million when we opened our doors in 2000.

In 2004, we achieved several important milestones:

o January 2004-Deerfeld Beach Office Opened — we expanded our branch network by opening
our third branch banking office in Deerfield Beach, Florida.

o May 2004 — OptimumBank Reorganized into a Bank Holding Company — the reorganization of
our bank into a bank holding company structure provided us with greater flexibility to raise
capital and the ability to engage in a broader range of business activities in the future.

o September 2004 — OptimumBank Holdings issued $5.0 million in Pooled Trust Preferred
Securities - the issuance of these securities qualifying as Tier 1 regulatory capital will facilitate
our continued growth without the dilution of shareholder ownership.

o Septeinber 2004 — OptimumBank Holdings, Inc. Moved to New Corporate Headquarters in
Fort Lauderdale, Florida — our acquisition of a building to house our executive offices and
OptimumBank’s lending and administrative offices will facilitate future expansion of our
business.

As we enter our fifth full year of operations we are very pleased with our progress. We will continue
to build the Company using the same business model and we are quite optimistic about our future. Your
continued confidence and support is sincerely appreciated.

Yours truly,
Albert J. Finch Richard L. Browdy

Chairman of the Board President
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SELECTED FINANCIAL DATA

At December 31, or for the Year Then Ended

(Dollars in thousands, except per share figures)

2004 2003 2002 2001 2000

At Year End: R — B
Cash and cash equivalents $ 3,223 539 3,801 5,491 6,476
Securities held to maturity . 24,134 16,539 6,550 - -
Security available for sale 247 246 - - -
Loans, Net.......cooc.evurencecrennacece 128,810 111,320 60,537 31,153 6,900
Loans held for sale ... . 509 1,406 2,086 2,745 -
All other assets ........ccccceu.... 7.635 5,129 2.309 1.415 570

TOtAl ASSELS ...urvmceerreeececrerrecencnrieerae et seae s $_164,558 135,179 75,283 40,804 13,946
DepOSit ACCOUNTS........ireervrrrrreerrerererees e s ecserennees 97,994 80,744 51,742 28,526 8,205
Federal Home Loan Bank advances ...........c.ccoveeenn. 37,650 29,500 9,500 3,800 -
Other DOITOWINGS..........ococernmeecrerirececeniee e es 5,000 8,750 - - -
Junior subordinated debenture 5,155 - - - -
All other liabilities........cccoeerovrrecennrnrrinn, 2,036 1,285 415 81 186
Stockholders' eqQUILY ......cveeereeercreeirreirneerereeeneeees 16.723 14.900 13.626 8.397 5.555

Total liabilities and stockholders’ equity ........... $_164,558 135,179 75,283 40,804 13,946
For the Year:
Total INterest INCOME......oooivrivereeerereceteseereere e 8,815 6,516 3,989 1,920 108
Total INterest EXPENSE....uevereeevrrereerierirniirrresessrarieeeees 4,032 2,986 1.922 1.010 40
Net INterest INCOME........uvervirivererrernerieerissesssseseenes 4,783 3,530 2,067 910 68
Provision for 10an 10SSes .......c.ccoveurrarrrerernncecanae 136 204 115 27 146
Net interest income after provision for loan losses .. 4,647 3,326 1,952 883 (78)
NONINtETest INCOME.......eccevermeecariereniecrnerieeseinereereenee 690 323 243 118 5
NONINLErESt EXPEIISES ...cuveerrreeemrerncerernnererserereresenaer 2.801 2,075 1.384 1,090 152
Earnings (loss) before income taxes (benefit) .......... 2,536 1,574 811 (89) (225)
Income taxes (benefit)........ccoeverrevnineennicerererineens 966 600 309 (34) (85)
Net earnings (I088)..c.cuvvvrereeccarreercrirernnessrsssssssresenne $___1,570 _974 502 (585) (140)
Net earnings (loss) per share, basic........c.coovecrereenne. $ 60 37 25 (.03) (12)
Net earnings per share, diluted.........ccoevvveveervierneene 58 37 25 (.03) (12)
Weighted-average number of shares

outstanding, basic.......cvercrrerieeeinerceevecennnens 2,636,324 2,609,248 2,016,680 1,643,500 1,203,300
Weighted-average number of shares

outstanding, diluted.........ccccourevrminrnrercneceeenee 2718712 2,663,892 2,045,786 1,643,500 1,203,300
Ratios and Other Data:
Return on average assets ) ...........ccooue.... 1.06% 95% 87% (021%)  (8.83%)
Return on average equity " .........ccooovvee.... 10.05% 6.99% 5.25% (0.75%)  (15.11%)
Average equity to average assets .............. 10.53% 13.62% 16.61% 28.49% 58.44%
Net interest margin during the year............... 3.35% 3.56% 3.77% 3.79% 4.58%
Interest-rate differential during the period 3.05% 3.11% 321% 2.40% 34%
Net yield on average interest-eaming assets \"......... 6.18% 6.56% 7.27% 8.00% 7.28%
Noninterest expenses to average assets \................. 1.89% 2.03% 241% 4.26% 9.59%
Ratio of average interest-earning assets to

average interest-bearing liabilities.........c.cc...e.. 1.11 1.15 1.16 1.33 2.57
Nonperforming loans and foreclosed real estate

as a percentage of total assets at end of period.. 2.54% - - - -
Allowance for loan losses as a dpercentage o

total loans at end of period.........cooccervcencccrrcnnnncs 49% 44% A48% 56% 2.09%
Total number of banking offices........... 3 3 1 1 1
Total shares outstanding at end of period . 2,650,102 2,613,501 2,564,839 1,841,400 1,234,400
Book value per share at end of period $ 6.31 570 5.31 4.56 4.50

(1) Annualized for the period ended December 31, 2000
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
December 31, 2004 and 2003 and the Years Then Ended
General

OptimumBank Holdings, Inc. (the “Company”) was formed in 2004 as a Florida corporation to serve as a one-
bank holding company for OptimumBank (the “Bank™) and acquired all of the shares of the Bank in May 2004 in a
statutory share exchange. The Company’s only business is the ownership and operation of the Bank which opened
in November 2000. The Bank’s deposits are insured by the Federal Deposit Insurance Corporation (“FDIC™). The
Bank provides community banking services and products to individuals and businesses in Broward, Miami-Dade
and southern Palm Beach counties. At December 31, 2004, the Company had total assets of $164.6 million, net
loans of $128.8 million, total deposits of $98.0 million and stockholder’s equity of $16.7 million. During 2004, the
Company had net earnings of $1,570,000.

Critical Accounting Policies

Our financiai condition and results of operations are sensitive to accounting measurements and estimates of
matters that are inherently uncertain. When applying accounting policies in areas that are subjective in nature, we
must use our best judgment to arrive at the carrying value of certain assets. One of the most critical accounting
policies applied by us is related to the valuation of our loan portfolio.

A variety of estimates impact the carrying value of our loan portfolio including the calculation of the allowance
for loan losses, valuation of underlying collateral, the timing of loan charge-offs and the amount and amortization of
loan fees and deferred origination costs.

The allowance for loan losses is one of our most difficult and subjective judgments. The allowance is
established and maintained at a level we believe is adequate to cover losses resulting from the inability of borrowers
to make required payments on loans. Estimates for loan losses are determined by analyzing risks associated with
specific loans and the loan portfolio, current trends in delinquencies and charge-offs, the views of our regulators,
changes in the size and composition of the loan portfolio and peer comparisons. The analysis also requires
consideration of the economic climate and direction, changes in the interest rate environment which may impact a
borrower’s ability to pay, legislation impacting the banking industry and economic conditions specific to the tri-
county region we serve in Southeast Florida. Because the calculation of the allowance for loan losses relies on our
estimates and judgments relating to inherently uncertain events, results may differ from management’s estimates.

The allowance for loan losses is also discussed as part of "Results of Operations" and in Note 3 of Notes to the
Financial Statements. Our significant accounting policies are discussed in Note 1 of Notes to the Consolidated
Financial Statements.

Regulation and Legislation

As a state-chartered commercial bank, the Bank is subject to extensive regulation by the Florida Department of
Financial Services (“Florida Office”) and the FDIC. We file reports with the Florida Office and the FDIC
concerning our activities and financial condition, in addition to obtaining regulatory approvals prior to entering into
certain transactions such as mergers with or acquisitions of other financial institutions. Periodic examinations are
performed by the Florida Office and the FDIC to monitor our compliance with the various regulatory requirements.
The Company is also subject to regulation and examination by the Federal Reserve Board of Governors.

Loan Portfolio, Asset Quality and Credit Risk
Our primary business is making real estate loans. This activity may subject us to potential loan losses, the
magnitude of which depends on a variety of economic factors affecting borrowers which are beyond our control.

We have instituted detailed loan policies and procedures which include underwriting guidelines to minimize loss
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exposure. We also have credit review procedures to protect us from avoidable credit losses. We believe our
procedures are adequate to insure asset quality and protect against credit risk, but some losses beyond our control
will inevitably occur. Since the commencement of operations, we have had no loan charge-offs.

The following table sets forth the composition of our loan portfolio:

At December 31,
2004 2003
% of % of
Amount Total _Amount Total

(dollars in thousands)

Residential real €state...........c.ovveeevirveeerierieeereceeenierrecaenens $ 61,070 47.38% $ 57,797 51.88%
Multi-family real estate 10,853 8.42 10,148 9.11
Commercial real estate........cccovverenerrneerecerenecesscnrenens 38,064 29.53 26,129 2345
Developed Land ........cc.oomvennenreniinnersceceseensensenssnsnens 18,169 14.09 16,783 15.06
COMMETCIAL.....oviereririerieeree e sr et se e tenenes 581 45 490 44
Consumer and Other ..o, 162 A3 72 .06
TOta] J0ANS .ovivereriieerirerreresrrree s rreev e es st e reeaens 128,899 100.00% 111,419 100.00%

Add (deduct):

Allowance for loan losses (628) (492)

Net deferred 10an COSES ....ovvnririirieiririeec e 539 393
LOANS, NEL ......oeeierevereiineetee sttt ter et e vebess s b ssenns $ 128,810 $111,320

The following table sets forth the activity in the allowance for loan losses (dollars in thousands):

Year Ended
December 31,
2004 2003
Beginning balance ...t esesseseens $492 $288
Provision for 108N [OSSES .....cveevviiiriiieeiircee ittt eesesereens 136 204
Loans charged off..........ooociiiiccc e - -
RECOVETTES ON JOANS ...eovviieiiiciecieete s erbece b erser s rse et beseesrrsnean - -
Ending Balance .......coeevmcriinicinire e ceessesesesenseis e seesrerenes $628 $492

We evaluate the allowance for loan losses on a regular basis. It is based upon our periodic review of the
collectibility of the existing loan portfolio in light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of underlying collateral and prevailing
economic conditions. We base the allowance for loan losses on a grading system and also allocate an allowance by loan
type based on the aggregate historical loss experience of similar banks. The allowance for loan losses represented .49%
and .44% of the total loans outstanding at December 31, 2004 and 2003, respectively.
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The following table sets forth our allowance for loan losses by loan type (dollars in thousands):

Allowance for Loan Losses

At December 31,
2004 2003
% of % of
Total Total
Amount Loans  Amount Loans
Residential real €State........ooveeverecccricinrceinree e $218 47.38% $202 51.88%
Multi-family real €state ......ocvovrivrvenriennieenens e 52 8.42 137 9.11
Commercial real estate 240 29.53 60 2345
Developed 1and..........oceniiinoneeoeeeesceens 115 14.09 93 15.06
COmMMETCIAl ..ot e ere s 3 45 - 44
Consumer and OtheT .......cveeeevrirrenreriiveeresrnresesineisssesressesenas _ - .13 _ - .06
Total allowance for 10an [0SSeS ........vvvereeercereeecrnecnereiren $628 100.00% $492 100.00%
Allowance for loan losses as a percentage of
total loans outstanding............coceveeerrenernmrmreeeee e 0.49% 0.44%

There were no nonaccrual loans or loans identified as impaired during the year ended December 31, 2003. Loans
identified as impaired at December 31, 2004 and for the year ended December 31, 2004 are as follows (in thousands):

At December 31,

2004
Gross loans without related allowance for 10SSES ....uevvviveerriiieeeiircrcrerererre e $ 3,268
Gross loans with related allowance for losses recorded .......c.cooveemmicecieicornccinnnnee. -
Less: Allowance for these [0ans ........cocovovevririivrerrieecnieenc e e -
Net investment in impaired 10aNS ..c....eeviviriirienr e $3.268
Total NONACCIUAl JOANS ....ververirreririi ettt sttt st bbb s er e benesesnerens $3.268
Total loans past due 90 days or more and still accruing interest ...........coceovcvrrnvnnins S

Year Ended
December 31,

2004
Average net investment in impaired 10ans............ccooveiiici $_928
Interest income recognized on impaired 10anS.......c.ccovvviviierrerieenrrise e $__-
Interest income received on impaired L0ans..........oceeeeeieeene e $___ -
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Liquidity and Capital Resources

Liquidity represents an institution’s ability to meet current and future obligations through liquidation or
maturity of existing assets or the acquisition of additional liabilities. Our ability to respond to the needs of depositors and
borrowers and to benefit from investment opportunities is facilitated through liquidity management.

Our primary source of cash during the year ended December 31, 2004 was from net deposit inflows of $17.3
million. Cash was used primarily to originate real estate loans during this period. Net loans increased $17.9 million for
the year ended December 31, 2004. In order to increase our core deposits, we have priced our deposit rates
competitively. We will adjust rates on our deposits to attract or retain deposits as needed. In addition to obtaining funds
from depositors in our market area, from time to time we have utilized brokers to obtain deposits outside our market
area.

In addition to obtaining funds from depositors, we may borrow funds from other financial institutions. We are a
member of the Federal Home Loan Bank of Atlanta, which allows us to borrow funds under a pre-arranged line of credit
equal to 25% of the Bank’s total assets. As of December 31, 2004, we had $37.7 million in borrowings outstanding
from the Federal Home Loan Bank of Atlanta to facilitate loan fundings and manage our asset and liability structure. In
addition, we have an unsecured “federal funds” line of credit with Independent Bankers Bank of Florida totaling $2.5
million, none of which was outstanding at December 31, 2004. This credit line is normally used to meet short-term
funding demands. At December 31, 2004, we sold securities under an agreement to repurchase totaling $5,000,000.
These borrowings are collateralized by a security held to maturity with a carrying value of $5.7 million at December 31,
2004. We also received proceeds of $5,155,000 through the issuance of a junior subordinated debenture to and the sale
of trust preferred securities by an unconsolidated subsidiary of the Company during 2004. The debenture qualifies as
Tier 1 capital under the Federal Reserve Board guidelines. We believe our liquidity sources are adequate to meet our
operating needs.

Securities

Our securities portfolic is comprised of U.S. Government agency securities, mortgage-backed securities, and a
State of Israel bond. The securities portfolio is categorized as either "held to maturity", "available for sale", or "trading."
Securities held to maturity represent those securities which we have the positive intent and ability to hold to maturity.
These securities are carried at amortized cost. Securities available for sale represent those investments which may be
sold for various reasons including changes in interest rates and liquidity considerations. These securities are reported at
fair market value and unrealized gains and losses are excluded from earnings and reported in other comprehensive
income. Trading securities are held primarily for resale and are recorded at their fair values. Unrealized gains or losses
on trading securities are included immediately in earnings.

The following table sets forth the amortized cost and fair value of our securities portfolio (dollars in thousands):

Amortized Fair
Cost Value
At December 31, 2004:
Securities held to maturity-
Mortgage-backed securities .............ooceereeneee $24,134 24.065
Available for sale -
Mutual fund......cocervvevren e $__250 247
At December 31, 2003:
Securities held to maturity-
Mortgage-backed securities ..........cvererernenn. $ 16,539 16,502
Available for sale -
Mutual fund.......coooveeiiieecie e $_250 246
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The following table sets forth, by maturity distribution, certain information pertaining to the
securities portfolio (dollars in thousands):
After One After Five
But Within  Years
Within Five Through  After Ten

One Year  Years Ten Years Years Total Yield
At December 31, 2004:
Mortgage-backed securities $ - - - 24,134 24,134 4.35%

Regulatory Capital Adequacy

The Company (on a consolidated basis) and the Bank are subject to various regulatory capital
requirements administered by the Federal and state banking agencies. As of December 31, 2004, the most
recent notification from the regulatory authorities categorized our Bank as well capitalized under the
regulatory framework for prompt corrective action. To be categorized as well capitalized, an institution
must maintain minimum total risk-based, Tier I risk-based, and Tier I leverage percentages as set forth in
the following tables. There are no conditions or events since that notification that management believes
have changed our category. Prompt corrective action provisions are not applicable to bank holding
companies.

The following table sets forth for the Company and the Bank the amount and the percentage of our
actual regulatory capital, regulatory capital for capital adequacy purposes, and the minimum regulatory
capital to be well capitalized under the prompt corrective action provisions of the Federal regulations.

REGULATORY CAPITAL REQUIREMENTS

Minimum
To Be Well
Capitalized Under
For Capital Adequacy Prompt Corrective
Actual Purposes Action Provisions
Amount _%_ Amount %  Amount %
As of December 31, 2004:
Total capital to Risk-
Weighted assets:
Company......c.cccceeeene $22,329 20.68%  $8,639 8.00% $ NA 10.00%
Bank....coooovevcnnenee 22,207 20.57 8,636 8.00 10,795 10.00
Tier I Capital to Risk-
Weighted Assets:
Company......co.ceneeneee 21,701 20.10 4,320 4.00 N/A N/A
Bank.....ccooonencvennee 21,579 19.99 4318 4.00 6,477 6.00
Tier 1 Capital
to Total Assets:
Company.........cccon... 21,701 13.49 6,433 4.00 N/A N/A
Bank.....ccocoveerirenee 21,579 13.42 6,433 4.00 8,041 5.00
As of December 31, 2003:
Total capital to Risk-
Weighted assets.............. 15,389 16.71 7,368 8.00 9,210 10.00
Tier I Capital to Risk-
Weighted Assets............. 14,896 16.17 3,685 4.00 5,528 6.00
Tier I Capital '
to Total Assets................ 14,896 12.02 4,956 4.00 6,195 5.00
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Market Risk

Market risk is the risk of loss from adverse changes in market prices and rates. Our market risk
arises primarily from interest-rate risk inherent in our lending and deposit-taking activities. We do not
engage in securities trading or hedging activities and do not invest in interest-rate derivatives or enter into
interest rate swaps.

We may utilize financial instruments with off-balance-sheet risk in the normal course of business
to meet the financing needs of our customers. The measurement of market risk associated with financial
instruments is meaningful only when all related and offsetting on- and off-balance-sheet transactions are
aggregated, and the resulting net positions are identified. Disclosures about the fair value of financial
instruments, which reflect changes in market prices and rates, can be found in Note 8 of Notes to
Consolidated Financial Statements.

Our primary objective in managing interest-rate risk is to minimize the potential adverse impact of
changes in interest rates on our net interest income and capital, while adjusting our asset-liability structure
to obtain the maximum yield-cost spread on that structure. We actively monitor and manage our interest-
rate risk exposure by managing our asset and liability structure. However, a sudden and substantial
increase in interest rates may adversely impact our earnings, to the extent that the interest-earning assets
and interest-bearing liabilities do not change or reprice at the same speed, to the same extent, or on the
same basis.

We use modeling techniques to simulate changes in net interest income under various rate
scenarios. Important elements of these techniques include the mix of floating versus fixed-rate assets and
liabilities, and the scheduled, as well as expected, repricing and maturing volumes and rates of the existing
balance sheet.

Asset Liability Management

As part of our asset and liability management, we have emphasized establishing and implementing
internal asset-liability decision processes, as well as control procedures to aid in managing our earnings.
Management believes that these processes and procedures provide us with better capital planning, asset mix
and volume controls, loan-pricing guidelines, and deposit interest-rate guidelines, which should result in
tighter controls and less exposure to interest-rate risk.

The matching of assets and liabilities may be analyzed by examining the extent to which such
assets and lizbilities are “interest rate sensitive” and by monitoring an institution’s interest rate sensitivity
“gap”. An asset or liability is said to be interest rate sensitive within a specific time period if it will mature
or reprice within that time period. The interest-rate sensitivity gap is defined as the difference between
interest-earning assets and interest-bearing liabilities maturing or repricing within a given time period. The
gap ratio is computed as the amount of rate sensitive assets less the amount of rate sensitive liabilities
divided by total assets. A gap is considered positive when the amount of interest-rate sensitive assets
exceeds interest-rate sensitive liabilities. A gap is considered negative when the amount of interest-rate
sensitive liabilities exceeds interest-rate sensitive assets. During a period of rising interest rates, a negative
gap would adversely affect net interest income, while a positive gap would result in an increase in net
interest income. During a period of falling interest rates, a negative gap would result in an increase in net
interest income, while a positive gap would adversely affect net interest income. ‘

In order to minimize the potential for adverse effects of material and prolonged increases in
interest rates on the results of operations, our management continues to monitor our assets and liabilities to
better match the maturities and repricing terms of our interest-earning assets and interest-bearing liabilities.
Our policies emphasize the origination of adjustable-rate loans, building a stable core deposit base and, to
the extent possible, matching deposit maturities with loan repricing timeframes or maturities.
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The following table sets forth certain information relating to our interest-earning assets and

interest-bearing liabilities at December 31, 2004, that are estimated to mature or are scheduled to reprice
within the period shown (dollars in thousands):

(1)

(2)
3)

GAP MATURITY / REPRICING SCHEDULE

More More
than One than Five
One Year and Years and Over
Year or Less than Less than Fifteen
Less Five Years Fifteen Years Years Total

Loans (1):

Residential real estate loans ............. $ 13,120 47,697 253 - 61,070

Multi-family real estate loans........... 706 9,848 299 - 10,853

Commercial real estate loans............ 7.840 29,987 237 - 38,064

Developed land.........ccooeeviiveenne 7,712 10,457 - - 18,169

Commercial ......cccocevveveeivenneiinrnnn 581 - - - 581

Consumer loans......... 162 - - - 162

Loans held for sale 509 - - - 509

Total 10ans......ccoove v, 30,630 97,989 789 - 129,408
Federal funds sold ..........cccceveeivniinnenenns 2,840 - - - 2,840
Securities (2) coovvevvereverivecreerereeeeeeene 247 11,479 8,950 3,705 24,381
Federal Home Loan Bank stock .............. 1.965 - - - 1,965

Total rate-sensitive assets................. 35,682 109.468 9,739 3.705 158,594
Deposit accounts (3):

Money-market deposits.........c....o..... 3,840 - - - 3,840

Interest-bearing checking deposits ... 1,598 - - - 1,598

Savings deposits.....c..occoeereenenenns 2,653 - - - 2,653

Time deposits .....ocerrerveerviresevreennes 47.384 41.961 - - 89,345

Total deposits ...cccveverriiceriereivernenene 55,475 41,961 97,436
Federal Home Loan Bank advances........ - 37,650 - - 37,650
Other borrowiIngs......c.cececeverreerrricnenennnne 3,000 2,000 - - 5,000
Junior subordinated debenture................. - 5.155 - - 5,155
Total rate-sensitive liabilities .................. 58475 86.766 - - 145,241
GAP (repricing differences) ................... $(22,793) _22,902 9,739 3,705 13,353
Cumulative GAP ...ccocervincriinnceereeene $(22.793) (91) 9,648 13,353
Cumulative GAP/total assets........ccoeeue. (13.85)% (01)% 5.86 % 8.11%

In preparing the table above, adjustable-rate loans are included in the period in which the interest
rates are next scheduled to adjust rather than in the period in which the loans mature. Fixed-rate
loans are scheduled, including repayment, according to their maturities.

Securities are scheduled through the repricing date.

Money-market, interest-bearing checking and savings deposits are regarded as readily accessible
withdrawable accounts. All other time deposits are scheduled through the maturity dates.
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The following table sets forth loan maturities by type of loan at December 31, 2004 (dollars in
thousands):

After One
One Year But Within After
or Less Five Years Five Years
Residential real estate......c.ccovcevvvveerceirecnneennn, $ - 2,960 58,110
Multi-family real estate .........ccooevrenennennes 446 - 10,407
Commercial real estate.......covereriennecrennicninen 2,488 5,619 29,957
Developed land......cccocoenninnccnnienie, 2,100 6,075 9,994
Commerciale......ooooeeieeeiieeeee e e - 581 -
Consumer and other .........c..occevevviniivenennen, 162 - -
Loans held for sale ......coccooeneceiinceniiiccnennn. - - 509
Total e $5,196 15,235 108,977

The following table sets forth the maturity or repricing of loans by interest type at December 31,
2004 (dollars in thousands):

After One
One Year  But Within After
or Less Five Years Five Years Total
Fixed interestrate........coceveevnne.e. $ 3,446 3,628 237 7,311
Variable interest rate ................... 1,750 11,607 108,231 121,588
Loans held for sale .......ccoovevevnenens - - 509 309
Total $5,196 15,235 108,977 129,408

Scheduled contractual principal repayments of loans do not reflect the actual life of such assets.
The average life of loans is substantially less than their average contractual terms due to prepayments. In
addition, due-on-sale clauses on loans generally give us the right to declare a conventional loan
immediately due and payable in the event, among other things, that the borrower sells real property subject
to a mortgage and the loan is not repaid. The average life of mortgage loans tends to increase, however,
when current mortgage loan rates are substantially higher than rates on existing mortgage loans and,
conversely, decrease when rates on existing mortgages are substantially higher than current mortgage rates.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

We are party to financial instruments with off-balance-sheet risk in the normal course of business to meet
the financing needs of its customers. These financial instruments include commitments to extend credit and
undisbursed loans in process. At December 31, 2004, we had outstanding commitments to originate real
estate loans totaling $10.5 million and undisbursed loans in process totaling $879,000. These instruments
involve, to varying degrees, elements of credit and interest-rate risk in excess of the amounts recognized in
the consolidated balance sheet. The contractual amounts of those instruments reflect the extent of the
Company's involvement in particular classes of financial instruments.

Our exposure to credit loss in the event of nonperformance by the other party to the financial instrument for

commitments to extend credit is represented by the contractual amount of those instruments. We use the
same credit policies in making commitments as it does for on-balance-sheet instruments.

10
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Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed-expiration dates or other
termination clauses and may require payment of a fee. Since certain commitments expire without being
drawn upon, the total committed amounts do not necessarily represent future cash requirements. We
evaluate each customer's credit worthiness on a case-by-case basis. The amount of collateral obtained, if

we deem it necessary upon extension of credit, is based on management's credit evaluation of the
counterparty.

The following is a summary of the Bank's contractual obligations, including certain on-balance
sheet obligations, at December 31, 2004 (in thousands):

Payments Due by Period

Less
Than 1 1-3 3-5

Contractual Obligations Total Year Years Years
Federal Home Loan Bank advances................. $ 37,650 - 6,700 3,000
Junior subordinated debenture..........covvveevvennnn 5,155 - - 5,155
Other bOrrowWIngs.......coeevevereesvesiieniereeiesenenes 5,000 3,000 2,000
Operating 1€ases .........ococvvveeeceiiinnniccrinniens 557 59 118 120
Loan commitmentS.......cccovvveevieiineeerceneeenenees 10,536 10,536 - -
Undisbursed loans in process .........coceeevvnverennns 879 879 - -

Total

.......................................................... $ 59,777 14,474 8.818 8275

Deposits

Deposits traditionally are the primary source of funds for our use in lending, making investments
and meeting liquidity demands. We have focused on raising time deposits primarily within our market
area, which is the tri-county area of Broward, Miami-Dade and Palm Beach counties. However, we offer a
variety of deposit products, which we promote within our market area. Net deposits increased $17.3
million and $29.0 million, for the years ended December 31, 2004 and 2003, respectively.

We use brokered deposits to facilitate mortgage loan fundings in circumstances when larger than .

anticipated loan volumes occur and there is limited time to fund the additional loan demand through
traditional deposit solicitation. In general, brokered deposits can be obtained in one to three days. The
rates paid on these deposits are typically equal to or slightly less than the high end of the interest rates in
our market area. Brokered deposits amounted to $6.4 million and $7.2 million as of December 31, 2004
and December 31, 2003, respectively.

11
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The following table displays the distribution of the Bank’s deposits and the average interest rate
paid at December 31, 2004 and 2003 (dollars in thousands):

Noninterest-bearing demand deposits
Interest-bearing demand depositS.......cecveerviereennn
Money-market deposits
Savings .....cocevvereereene.

Subtotal

Time deposits:

1.00%-1.99%....
2.00%-2.99%....
3.00%—-3.99%....
4.00%-4.99%....
5.00%—5.99%....
6.00% - 6.99%....
7.00% - 7.95%....

Total time deposits (1)..cocoovveverernierrenennee

Total deposits

Included are Individual Retirement Accounts (IRA’s) totaling $6,575,000 and $4,946,000 at
December 31, 2004 and 2003, respectively, all of which are in the form of time deposits.

Deposits of $100,000 or more, or Jumbo Time Deposits, are generally considered a more

unpredictable source of funds.

The following table sets forth our maturity distribution of deposits of

$100,000 or more at December 31, 2004 and 2003 (dollars in thousands):

At December 31,

2004 2003
Due three MONtHS OF I8SS ..vvvvvivvviiviceriiririe i et vt s ssreesseesreseseesersensans $ 3,308 2,975
Due more than three months to SiX MONthS...cccccvviiiviiiniiiiieee e, 5,082 2,794
More than six MONthS 0 ONE YEAT ....ccevvecereireeieereereertr e reree s e reesere e 6,133 5,806
ONE 10 FIVE YEAIS ..evceiiire ittt ne s e s b saee e sbeee e 12,478 12.777
TOLRL cooecviiiiect et e e s $27,001 24,352

ANALYSIS OF RESULTS OF OPERATIONS

Our operating results depend primarily on our net interest income, which is the difference between

interest

income on interest-eamning assets, (i.e., loans and investments) and interest expense paid on
interest-bearing liabilities, (i.e., deposits and borrowings).

Net interest income is determined by the

difference between yields earned on interest-earning assets and rates paid on interest-bearing liabilities
(“interest-rate spread”) and the relative amounts of interest-earning assets and interest-bearing liabilities.
Our interest-rate spread is affected by regulatory, economic, and competitive factors that influence interest
rates, loan demand, and deposit flows. Our net earnings are also affected by the level of nonperforming
loans and foreclosed real estate, as well as the level of our noninterest income, and our noninterest
expenses, such as salaries and employee benefits, occupancy and equipment costs and income taxes.

12

At December 31,
2004 2003
% of % of
Amount Deposits Amount Deposits
.................... $ 558 S57% $ 747 .93%
1,662 1.70 1,327 1.64
.......................................... 3,840 3.92 3,916 485
............................................ 2.589 2.64 1.193 1.48
............................................ 8,649 8.83 7.183 8.90
............................................ $ 3,463 3.53% $ 6,133 9.07%
............................................ 36,393 37.14 25,363 29.19
............................................ 25,451 25.97 17,107 22.73
............................................ 15,028 15.33 11,969 13.23
............................................ 8,365 8.54 11,767 16.51
............................................ 575 .59 1,222 37
............................................ 70 .07 - -
89,345 91.17 73.561 91.10
............................................ $97,994 100.00% $80,744 100.00%
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The following table sets forth, for the periods indicated, information regarding (i) the total dollar
amount of interest income from interest-earning assets and the resultant average yield; (ii) the total dollar
amount of interest expense on interest-bearing liabilities and the resultant average cost; (iii) net interest
income; (iv) interest rate spread; and (v) net interest margin. Average balances are based on average daily
balances (dollars in thousands):

Years Ended December 31,
2004 2003
Interest Average Interest Average
Average and Yield/ Average and Yield/
Balance Dividends Rate Balance  Dividends Rate
Interest-earning assets:
LOANS ©vvnccecceeece e $ 118,887 7.876 6.62% $ 88,759 6,194 6.98%
SECUNTHES. c.ceeveveerrecerireeeerreceveaereeas 18,641 838 4.50 7,064 254 3.59
Other interest-earning assets (1) 5.156 101 1.96 3.480 68 1.95
Total interest-earning assets/
interest iNCOME ......c.ceerveveererucnnnns 142.684 815 6.18 99.303 6.516 6.56
Cash and due from banks..........cccecveerenee 417 529
Premises and equipment 991
Other assets......c.ccoovnnnens . 1.416
Total @SSELS....cvvrereeivererirreesienracriens $102,239
Interest-bearing liabilities:
Savings, NOW and money-
market deposits .....occeevereeiiienanns 8,703 110 1.26 6,255 92 1.47
Time depositS......c.ccomvmvernniniecrrnienes 82,106 2,727 3.32 60,629 2,253 3.72
Borrowings (4) .....ccvvenerrceceiienennns 37,806 1.195 3.16 19.659 641 3.26
Total interest-bearing liabilities/
Interest EXPense ... .vveecrereverracenes 128.615 4.032 3.13 86.543 2.986 3.45
Noninterest-bearing demand deposits........ 959 489
Other labilities .o, 3,193 1,279
Stockholders’ €quity ...overveverereennn e 15.623 13.928
Total liabilities and
stockholders’ equity ........cccvvnne $ 148,390 $102,239
Net interest iNCOMe .....ccocoererevevemriversreranens $4,783 $3.530
Interest rate spread (2) .....cccoeovnercrereeennnnes 3.05% 311%
Net interest margin (3).......coovvmerveiinins 3.35% 3.56%

(1) Includes interest-earning deposits with banks, Federal funds sold and Federal Home Loan Bank stock dividends.

(2) Interest rate spread represents the difference between average yield on interest-earning assets and the average
cost of interest-bearing liabilities.

(3) Netinterest margin is net interest income divided by average interest-earning assets.

(4) Includes Federal Home Loan Bank advances, junior subordinated debenture and securities sold under an

agreement to repurchase.
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RATE/VOLUME ANALYSIS

The following tables set forth certain information regarding changes in interest income and
interest expense for the periods indicated. For each category of interest-earning assets and interest-bearing
liabilities, information is provided on changes attributable to (1) changes in rate (change in rate multiplied
by prior volume), (2) changes in volume (change in volume multiplied by prior rate) and (3) changes in
rate-volume (change in rate multiplied by change in volume) (dollars in thousands):

Total

1,682
584
33

Year Ended December 31,
2004 versus 2003
Increases (Decreases) Due to Change In:
Rate/
Rate Yolume Yolume
Interest income:
LOBNS. .. cevreercirieeeniresrenieneiseisresreseressessenessessarennes $(314) 2,103 (107)
SECUILIES .. eveeverieeeere ettt bere b st saeneees 64 416 104
Other interest-earning assets .....c.ocvvoveeercerevernens - 33 -
Total interest iNCOME....cvvvvvvicrreruricreeveneeeienaenns (250) 2,552 _(3)
Interest expense:
Savings, NOW and money-market ........cccovceu.... (13) 36 3)
Time deposits ..cceerrerieieieeeciscrieveereeerereee e (239) 798 (8%5)
BOITOWINES...coeevrieiieeeieneen e (20) 591 an
Total INterest EXPenSe......ooeereerceermrerceresveecriuennns (272) 1.425 (107)
Net interest iNCOME ..ovvvrerrerereereerireeresreesesseerees $_22 1127 104

Year Ended December 31, 2004 Compared to Year Ended December 31, 2003

General. Net earnings for the year ended December 31, 2004, were $1,570,000 or $.60 per basic and
$.58 per diluted share compared to net earnings of $974,000 or $.37 per basic and diluted share for the year
ended December 31, 2003. This increase in the Company's net earnings was primarily due to an increase in
net interest income and noninterest income which was partially offset by an increase in noninterest
expenses, all of which were due to the overall growth of the Company.

Interest Income. Interest income increased to $8.8 million for the year ended December 31, 2004 from
$6.5 million for the year ended December 31, 2003. Interest income on loans increased to $7.9 million due
primarily to an increase in the average loan portfolio balance for the year ended December 31, 2004,
partially offset by a decrease in the average yield earned from 6.98% for the year ended December 31, 2003
to 6.62% for the year ended December 31, 2004. Interest on securities increased to $838,000 due to an
increase in the average balance and average yield during the year ended December 31, 2004.

Interest Expense. Interest expense on deposit accounts increased to $2.8 million for the year ended
December 31, 2004, from $2.3 million for the year ended December 31, 2003. Interest expense increased
primarily because of an increase in the average balance of deposits during 2004, partially offset by a
decrease in the average rate paid on deposits during 2004. Interest expense on borrowings increased to
$1.2 million for the year ended December 31, 2004 from $641,000 for the year ended December 31, 2003
due to an increase in the average balance of Federal Home Loan Bank advances and the junior subordinated
debenture.

14
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Provision for Loan Losses. The provision for loan losses is charged to earnings to bring the total
allowance to a level deemed appropriate by management and is based upon historical experience, the
volume and type of lending conducted by us, industry standards, the amount of nonperforming loans,
general economic conditions, particularly as they relate to our market areas, and other factors related to the
estimated collectibility of our loan portfolio. The provision for the year ended December 31, 2004, was
$136,000 compared to $204,000 for the same period in 2003. Management believes the balance in the
allowance for loan losses of $628,000 at December 31, 2004, is adequate.

Noninterest Income. Total noninterest income increased to $690,000 for the year ended December 31,
2004, from $323,000 for the year ended December 31, 2003 primarily as a result of an increase in
prepayment fees collected of $350,000.

Noninterest Expenses. Total noninterest expenses increased to $2.8 million for the year ended
December 31, 2004 from $2.1 million for the year ended December 31, 2003, primarily due to an increase
in salaries and employee benefits of $371,000 and an increase in occupancy of $172,000 all due to the
continued growth of the Company.

Income Taxes. Income taxes for the year ended December 31, 2004, were $966,000 (an effective rate of
38.1%) compared to income taxes of $600,000 (an effective rate of 38.1%) for the year ended December
31, 2003.

Impact of Inflation and Changing Prices

The financial statements and related data presented herein have been prepared in accordance with
accounting principles generally accepted in the United States of America, which requires the measurement
of financial position and operating results in terms of historical dollars, without considering changes in the
relative purchasing power of money over time due to inflation. Unlike most industrial companies,
substantially all of our assets and liabilities are monetary in nature. As a result, interest rates have a more
significant impact on our performance than the effects of general levels of inflation. Interest rates do not
necessarily move in the same direction or in the same magnitude as the prices of goods and services, since
such prices are affected by inflation to a larger extent than interest rates.

Market for the Registrant’s Common Equity and Related Stockholder Matters

Our common stock has been traded on the NASDAQ SmallCap Market, currently under the
symbol “OPHC,” since May 8, 2003. Prior to May 8, 2003, there was no established trading market for our
common stock. Prior to the reorganization of the Bank as a wholly owned subsidiary of the Company on
May 6, 2005, the Bank’s common stock traded under the symbol “OPBK.” The table below presents the
high and low bid prices on the Company and the Bank’s common stock in 2003 and 2004.

Year Quarter Hig Low
2003 Second $12.90 $8.96
Third $11.50 $9.06
Fourth $13.45 $9.30
2004 First $ 9.50 $8.04
Second $12.90 $8.96
Third $11.50 $9.06
Fourth $13.45 $9.30

We had approximately 248 registered holders of record as of December 31, 2004.
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We have not paid any cash dividends in the past. We intend that, for the foreseeable future, we
will retain earnings to finance continued growth rather than pay cash dividends on our common stock.

As a state chartered bank, the Bank is subject to dividend restrictions set by Florida law and the
Federal Deposit Insurance Corporation. Except with the prior approval of the Florida Department of
Financial Services, all dividends of any Florida bank must be paid out of retained net profits from the
current period and the previous two years, after deducting expenses, including losses and bad debts. In
addition, a state-chartered bank in Florida is required to transfer at least 20% of its net income to surplus
until its surplus equals the amount of paid-in capital. Under the Federal Deposit Insurance Act, an FDIC-
insured institution may not pay any dividend if payment would cause it to become undercapitalized or
while it is undercapitalized.

Selected Quarterly Resuits

Selected quarterly results of operations for the four quarters ended December 31, 2004 and 2003 are as
follows (in thousands, except share amounts):

2004 2003

Fourth Third Second  First Fourth Third Second

First

Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Interest income ........ccccevenee $ 2,321 2,254 2,093 2,147 1,975 1,801 1,462 1,278
Interest eXpense ........ccovceenene 1,143 995 943 951 885 827 685 589
Net interest income............... 1,178 1,259 1,150 1,196 1,090 974 777 689
Provision for loan losses....... 29 52 25 30 34 87 48 35
Net interest income after

provision for loan losses ... 1,149 1,207 1,125 1,166 1,056 887 729 654
Noninterest income............... 159 115 195 221 104 85 70 64
Noninterest expense.............. 697 712 690 702 579 548 506 442
Earnings before

income taxes .......cccceeeueeen. 611 610 630 685 581 424 293 276
Net earnings...oceeeeeevveereecneas 378 379 389 424 495 262 112 105
Basic earnings per

common share.........coow...... 15 .14 .15 .16 A3 10 .07 .07
Diluted earnings per

common share................... 14 .14 .14 .16 13 .10 .07 .07
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Balance Sheets
(Dollars in thousands, except share amounts)

Assets

Cash and due fTOm DANKS ..cevvvvvereriiieeeeeireeeecetttereeeeesseneeessereeeessstessees
Federal fUNAS SOId ..o oot e ee et e e e eese e eeessesenaeasaaas

Total cash and cash equivalents.........ccccooeeeenrineceennnnn

Securities held to maturity (fair value approximates $24,065 and
BL6,502) e ae e
Security available for Sale......cooiivviirieiniiieeeee e
Loans, net of allowance for loan losses of $628 and $492.................
Loans held for sale.......ccocevirieciiiieiieieeee e

Premises and equipment, NEt..........cecererreererirrieeeereessssreseseseesernanons
Accried INtErest TECEIVADIE...c.ueovvi it eeeeeeeeeeeeeeere e eeeeeeeseeeeeesareaas
OBRET ASSEIS ooeuuviiiiceeiiiieeeeeeeree st eeeeabaeeesaneeesesvesssssereesnseesesssssas ons

TOtal BSSELS...ceccverireiei et
Liabilities and Stockholders' Equity

Liabilities:
Noninterest-bearing demand deposits .......ccccveveererirecrenrscrnnnn,
Savings, NOW and money-market deposits........ccoovrveveirrncnrannas
TIME dEPOSILS weevirrreiesieceeierieee ettt ee e s eene e

Total deposits.....ccvmicicnenininciiie e

Federal Home Loan Bank advances....cccccoeeceerivievcceiieesnisiveeennes
Other DOTTOWINES....cvveoveiereeieriiteie ettt ere e es e
Junior subordinated debenture.........oocvveeeeeieiveveeeeieeeeer e
Other THADIHEIES cocvvvvveeieit ittt e et reereer e e e seeerreeeeeeossaneane
OFTICTAL CHECKS aaviiiiie ittt eeestee s srsvessasanes

Commitments and contingencies (Notes 4, 8 and 15)
Stockholders' equity:
Common stock, $.01 par value; 6,000,000 shares authorized,
2,650,102 and 2,613,501 shares issued and outstanding .......
Additional paid-in capital........cccocoviieeninncnceeee
Retained €arnings ...ccoeviieeeeiiniernerec et
Accumulated other comprehensive income (108S)........cccecenvinnnne
Total stockholders' equity .......ccconiiivninncicniccrncnn

Total liabilities and stockholders' equity .......c..ccoeveennnnnnne

See Accompanying Notes to Consolidated Financial Statements.
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December 31,

2004 2003

$ 383 $ 331

2.840 208
3,223 539
24,134 16,539
247 246
128,810 111,320
509 1,406
1,965 1,525
4,114 1,912
878 1,224
678 468

$164,558  $135.179

$ 558 $ 747

8,091 6,436
89.345 73.561
97,994 80,744
37,650 29,500

5,000 8,750

5,155 -

522 262
1,209 439
305 584
147.835 120,279
27 26
14,051 13,800
2,648 1,078
3) (4)
16,723 14,900

$164558  $135.179




OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Earnings
(In thousands)

Interest income:
) o T s RO
SECUITTIES vvvriveeeeiriitrieteeerresesbttesesssessttteeesssnbereesseaeeseraeeaeseeees
BT oot eeeeeeee e e eseass e rreeesasarseesaesssasasaeasesessesnasrneare

Interest expense:
DEPOSIES ..vovveticieieisiriririere s
BOITOWINGS .eoniiiiiiricceniceeeccenercecr e e s e sne e

Total interest EXPENSE .....covevvevreeveriereereniieiereereieeennns
NEt INTEreSt INCOMIE .ucuvnireerieiineeieie et et st sees et
Provision for [0an 10SSes......cccoveveevinnierccriiiniinsencieniceeene
Net interest income after provision for loan losses.........cccceeenecnennn.

Noninterest income:
Service charges and fees........covevviercrniinernirceeen e
Loan prepayment fEes........ccceveeerrierrnnenenniicnsenreeenesessssessenns
ONET vttt st sb et st st et b s e ens

Noninterest expenses:
Salaries and employee benefits ........ccocovevireiiiccnincinceee
Occupancy and eqUIPMENt .......c.cocovereerrirernriireneniieneereesse e ene
Data PIrOCESSINIE ..vveereerrrrerreriireetrrirereestsiteteseseessessresnsesnensesnneens
Professional feeS......ccoovicenirinienniiienei e
INSULANCE ..ottt
Stationary and SUPPLIES......ccevevreriieneiiinecrsenieesrrerereeeeees
Other ..ot e e et

Total nONINtErest EXPeNSES......ccevreriereeriererveerieniersieneenns

Earnings before income taxes ........cooevericirenenienceinenenennenieeencenins
INCOME tAXES ...eviiiriiiiriiiccicetii et e
INEE CAMMINES 1.eevverreeerereerrieeerrireeseseeseesse st setessesseoessasssessesssesesseensesns

Net earnings per share:
BaSiC vt

DIluted ... e

See Accompanying Notes to Consolidated Financial Statements.
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Year Ended December 31,

2004

$ 7,876
838
101

690

1,577

2003

2,345
641

2,986
3,530
_204
3.326

122
191



OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Stockholders' Equity

Years Ended December 31, 2004 and 2003

(Dollars in thousands)

Common Stock

Shares Amount
Balance at December 31, 2002 ............... 2,564,839 $26

Proceeds from sale of common stock,
net of offering costs of $26............... 48,662 -

Comprehensive income:
Net earmings.....ccoveverenreeeisnnerirecrnnnnne - -

Net change in unrealized loss on
securities available for
Comprehensive income .........ccc.cee....
Balance at December 31, 2003 ............... 2,613,501 $26
Proceeds from sale of common stock...... 1,534 -

Proceeds from exercise of common
StOCK OPHONS..c.verneveieeereireceriiricin 35,067 1

Comprehensive income:
Net €armings......cccervrereerimeriencrinnnenns - -

Net change in unrealized loss on
securities available for
Comprehensive income ............co....

Balance at December 31, 2004 ............... 2.650,102 $27

See Accompanying Notes to Consolidated Financial Statements.
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Additional
Paid-In Retained
Capital  Earnings
$ 13,496 $ 104
304 -
- 974
$13,800 $1,078
15 -
236 -
- 1,570
$ 14,051 $2.648

Accumulated

Other

Compre-

hensive
Income

(Loss)

C)

54

$

Total
Stockholders'

Equity

304

974

8

\D
~J
<

(%]
—
k
\O
(=
(e

15

1,570




OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Cash Flows

(In thousands)

Cash flows from operating activities:
INEL CATTIINZS .eeovverurreeeriieitreeseeereereereereeeatesseereeessresreesbnesseesesas
Adjustments to reconcile net earnings to net cash provided by
operating activities:
Depreciation and amortization...........oveeeeeerenereniecernennnnee
Provision for loan losses

.....................................................

..........

Net amortization of fees, premiums and discounts..............
Deferred inCOME taXes .......occevcvireeivverisneenenieceneeinienesennens
Repayments of loans held for sale .........ccovvrcicnininnnnen.
Decrease (increase) in accrued interest receivable ..............
(Increase) decrease in other assetS.........cocceevvvveecvrccrenneneees

Increase in official checks and other liabilities.......ccoeevvevveeenennnn.

Net cash provided by operating activities................

Cash flows from investing activities:

Purchases of securities held to maturity .......cccooevveeeennienniernnne.
Principal repayments and calls of securities held to maturity....
Purchase of security available for sale .........ccoccovievenvrieneennnen.

Net increase in loans

Net cash used in investing activities...........cceeeveunne.

Cash flows from financing activities:

Net increase in dePOoSItS.....occerirvrrereieeceeiresesesieenterveenenereeees
Net (decrease) increase in other borrowings........ccccevicevennnniene
Proceeds from sale of common stock, net.....cocoeveeviviereeceneniens
Net increase in Federal Home Loan Bank advances..................

Issuance of junior subordinated debenture
Proceeds from exercise of common stock options

Net cash provided by financing activities................
Net increase (decrease) in cash and cash equivalents.........cco........
Cash and cash equivalents at beginning of the year ..........cceeen

Cash and cash equivalents at end of the year.......c..ccccecevvvvrvnnneene

Supplemental disclosure of cash flow information:
Cash paid during the period for:

1 (=X AT STUPRPPPURN

Income taxes

Noncash transactions:
Change in accumulated other comprehensive income, net
change in unrealized loss on security available for sale

Tax benefit from common stock options exercised.............

See Accompanying Notes to Consolidated Financial Statements.
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...................................................................

Purchase of premises and equipment .........cccceeerveverenenieneerennen.
Purchase of Federal Home Loan Bank stock .......ccccovievenernanee.

.....................

........................................................................

.........

.........

.........

.........

Year Ended December 31

2004

$ 1,570

188
136
214

(279)
897
346

(210)

1,084

_3.946
(11,018)
3,440
(17,857)
(2,390)
__(440)
(28.265)
17,250
(3,750)
15
8,150
5,155
183
27.003
2,684
539

$ 3.223

$ 4,013
$ 1,033

ol

2003

$ 974

(14,908)
4,817
(250)
(51,209)
(1,457)
(1.050)

(64,057)
29,002
8,750

304
20,000

(3,262)
3.801
$__539

$ 2,949
$__-
$__
$__-



OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2004 and 2003 and the Years Then Ended

(1) Summary of Significant Accounting Policies
Organization. OptimumBank Holdings, Inc. (the "Holding Company") is a one-bank holding
company and owns 100% of OptimumBank (the "Bank"), a state (Florida)-chartered commercial
bank (collectively, the "Company"). The Holding Company's only business is the operation of
the Bank. The Bank's deposits are insured by the Federal Deposit Insurance Corporation. The
Bank offers a variety of community banking services to individual and corporate customers
through its three banking offices located in Broward County, Florida.

The Holding Company was formed on March 23, 2004 and on April 29, 2004, the Bank's
stockholders approved a plan of corporate reorganization under which the Bank became a
wholly-owned subsidiary of the Holding Company. Effective May 6, 2004, the Bank's
stockholders exchanged their common shares for shares of the Holding Company. As a result,
all of the previously issued $2.50 par value common shares of the Bank were exchanged for
2,633,310 shares of the $.01 par value common shares of the Holding Company. The Holding
Company's acquisition of the Bank has been accounted for as a combination of entities under
common control at historical cost, similar to a pooling of interests and, accordingly, the financial
data for all periods presented include the results of the Bank.

Basis of Presentation. The accompanying consolidated financial statements include the accounts of
the Holding Company and the Bank. All significant intercompany accounts and transactions
have been eliminated in consolidation. The accounting and reporting practices of the Company
conform to U.S. generally accepted accounting principles and to general practices within the
banking industry. The following summarizes the more significant of these policies and
practices:

Use of Estirnates. In preparing consolidated financial statements in conformity with U.S. generally
accepted accounting principles, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the consolidated balance
sheet and reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. Material estimates that are particularly susceptible to
significant change in the near term relate to the determination of the allowance for loan losses.

Cash and Cash Equivalents. For purposes of the consolidated statements of cash flows, cash and
cash equivalents include cash and balances due from banks and federal funds sold, both of which
mature within ninety days.

The Company is required by law or regulation to maintain cash reserves in the form of vault cash

or in accounts with other banks. There were no reserve balances required at December 31, 2004
and 2003.

(continued)
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Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

Securities. Securities may be classified as either trading, held to maturity or available for sale.
Trading securities are held principally for resale and recorded at their fair values. Unrealized
gains and losses on trading securities are included immediately in earnings. Held to maturity
securities are those which management has the positive intent and ability to hold to maturity and
are reported at amortized cost. Available for sale securities consist of securities not classified as
trading securities nor as held to maturity securities. Unrealized holding gains and losses, on
available for sale securities are reported as a net amount in accumulated other comprehensive
income (loss) in stockholders' equity until realized. Gains and losses on the sale of available for
sale securities are determined using the specific-identification method. Premiums and discounts
on securities available for sale and held to maturity are recognized in interest income using the
interest method over the period to maturity.

. Loans. Loans that management has the intent and ability to hold for the foreseeable future or until
maturity or pay-off are reported at their outstanding principal adjusted for any charge-offs, the
allowance for loan losses, and any deferred fees or costs.

Commitment fees, and loan origination fees are deferred and certain direct origination costs are
capitalized. Both are recognized as an adjustment of the yield of the related loan.

The accrual of interest on loans is discontinued at the time the loan is ninety days delinquent
unless the loan is well collateralized and in process of collection. In all cases, loans are placed
on nonaccrual or charged-off at an earlier date if collection of principal or interest is considered
doubtful.

All interest accrued but not collected for loans that are placed on nonaccrual or charged-off is
reversed against interest income. The interest on these loans is accounted for on the cash-basis
or cost-recovery method, until qualifying for return to accrual. Loans are returned to accrual
status when all the principal and interest amounts contractually due are brought current and
future payments are reasonably assured.

Allowance for Loan Losses. The allowance for loan losses is established as losses are estimated to
have occurred through a provision for loan losses charged to earnings. Loan losses are charged

against the allowance when management believes the uncollectibility of a loan balance is
confirmed. Subsequent recoveries, if any, are credited to the allowance.

(continued)
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Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

Allowance for Loan Losses, Continued. The allowance for loan losses is evaluated on a regular

basis by management and is based upon management’s periodic review of the collectibility of
the loans in light of historical experience, the nature and volume of the loan portfolio, adverse
situations that may affect the borrower’s ability to repay, estimated value of any underlying
collateral and prevailing economic conditions. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision as more information becomes
available.

The allowance consists of specific, general and unallocated components. The specific
component relates to loans that are classified as either doubtful, substandard or special mention.
For such loans that are also classified as impaired, an allowance is established when the
discounted cash flows (or collateral value or observable market price) of the impaired loan is
lower than the carrying value of that loan. The general component covers non-classified loans
and is based on historical loss experience adjusted for qualitative factors. An unallocated
component is maintained to cover uncertainties that could affect management’s estimate of
probable losses. The unallocated component of the allowance reflects the margin of imprecision
inherent in the underlying assumptions used in the methodologies for estimating specific and
general losses in the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that
the Company will be unable to collect the scheduled payments of principal or interest when due.
Factors considered by management in determining impairment include payment status, collateral
value, and the probability of collecting scheduled principal and interest payments when due.
Loans that experience insignificant payment delays and payment shortfalls generally are not
classified as impaired. Management determines the significance of payment delays and payment
shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding
the loan and the borrower, including the length of the delay, the reasons for the delay, the
borrower’s prior payment record, and the amount of the shortfall in relation to the principal and
interest owed. Impairment is measured on a loan by loan basis for commercial real estate,
developed land, multi-family real estate and commercial loans by either the present value of
expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable
market price, or the fair value of the collateral if the loan is collateral-dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, the Company does not separately identify individual consumer and residential
loans for impairment disclosures.

Loans Held for Sale. Mortgage loans originated and intended for sale in the secondary market are

carried at the lower of cost or estimated fair value in the aggregate. Net unrealized losses are
recognized through a valuation allowance by charges to earnings. At December 31, 2004 and
2003, fair value exceeded book value in the aggregate.

Premises and Equipment. Land is stated at cost. Buildings and improvements, furniture, fixtures,

equipment, and leasehold improvements are stated at cost, less accumulated depreciation and
amortization. Depreciation and amortization expense are computed using the straight-line
method over the estimated useful life of each type of asset or lease term, if shorter.

(continued)
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Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

Preferred Secarities of Unconsolidated Subsidiary Trust. On September 30, 2004, the Company
acquired the common stock of OptimumBank Holdings Capital Trust I (Issuer Trust), an
unconsolidated subsidiary trust. The Issuer Trust used the proceeds from the issuance of
$5,000,000 of its preferred securities to third-party investors and common stock to acquire a
$5,155,000 debenture issued by the Company. This debenture and certain capitalized costs
associated with the issuance of the preferred stock comprise the Issuer Trust's only assets and the
interest payments from the debentures finance the distributions paid on the preferred securities.
The Company recorded the debenture in "Junior Subordinated Debenture" and its equity interest
in the business trusts in "Other assets" on the consolidated balance sheets.

The Company has entered into agreements which, taken collectively, fully and unconditionally
guarantee the preferred securities of the Issuer Trust subject to the terms of the guarantee.

The debenture held by the Issuer Trust currently qualifies as Tier I capital under Federal Reserve
Board guidelines.

Transfer of Financial Assets. Transfers of financial assets are accounted for as sales, when control
over the assets has been surrendered. Control over transferred assets is deemed to be
surrendered when (1) the assets have been isolated from the Company, (2) the transferee obtains
the right (free of conditions that constrain it from taking advantage of that right) to pledge or
exchange the transferred assets, and (3) the Company does not maintain effective control over
the transferred assets through an agreement to repurchase them before their maturity.

Income Taxes. Deferred income tax assets and liabilities are recorded to reflect the tax
consequences on future years of temporary differences between revenues and expenses reported
for financial statement and those reported for income tax purposes. Deferred tax assets and
liabilities are measured using the enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be realized or settled. Valuation
allowances are provided against assets which are not likely to be realized.

The Holding Company and its subsidiary file a consolidated income tax return. Income taxes are
allocated proportionately to the Holding Company and subsidiary as though separate income tax
returns were filed.

Advertising. The Company expenses all media advertising as incurred.

(continued)
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Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Stock Compensation Plans. Statement of Financial Accounting Standards (SFAS) No. 123,

Accounting for Stock-Based Compensation, as amended by SFAS No. 148, Accounting for
Stock-Based Compensation Transition and Disclosure (collectively, "SFAS No. 123")
encourages all entities to adopt a fair value based method of accounting for employee stock
compensation plans, whereby compensation cost is measured at the grant date based on the value
of the award and is recognized over the service period, which is usually the vesting period.
However, it also allows an entity to continue to measure compensation cost for those plans using
the intrinsic value based method of accounting prescribed by Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees ("APB No. 25"), whereby
compensation cost is the excess, if any, of the quoted market price of the stock at the grant date
(or other measurement date) over the amount an employee must pay to acquire the stock. The
Company accounts for their stock option plans under the recognition and measurement
principles of APB No. 25. No stock-based employee compensation cost is reflected in net
earnings, as all options granted under those plans had an exercise price which approximated the
market value of the underlying common stock on the date of grant. The following table
illustrates the effect on net earnings if the Company had applied the fair value recognition
provisions of SFAS No. 123 to stock-based employee compensation (in thousands, except per
share amounts).

Year Ended December 31,

2004 2003

Net earnings, as reported........coevevverererenrreneeniniesecsenieeseeees $ 1,570 $974
Deduct: Total stock-based employee compensation

determined under the fair value based method for all

awards, net of related tax effect .....coveiiecceciinene, 162 73
Proforma net arnings ...oe.e.oueveveeevivereereeieeeenieseesesereresenesens $ 1,408 $901
Basic earnings per share:

AS TEPOTTEA ..vieeeeeiieeceeieetev et r e e $__.60 $ 37

PrOfOIMa.....c.cvieeviiiieeeeee et et e $__53 $.35
Diluted earnings per share:

AS TEPOTTED c..veveiieceiiiiisie ettt eere st $__.5 $ .37

Proforma. ..o $__.52 $ .34

(continued)
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Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Stock Compensation Plans, Continued. In order to calculate the fair value of the options granted
using the Black-Scholes option pricing model, it was assumed that the risk-free interest rate was
5.2% in 2004 and 4.65% in 2003, there would be no dividends paid by the Company over the
exercise period, the expected life of the options would be the entire exercise period and stock
volatility was .11% in 2004 and 2003. For purposes of pro forma disclosures, the estimated fair
value is included in expense in the period vesting occurs (in thousands, except per share

amounts).
Year Ended December 31
2004 2003
Grant-date fair value of options issued during the year .............. $ 427 $_47
Per share value of options at grant date..........ccceevvvveeearivnccrneennee $343 $3.14

Earnings Per Share. Basic earnings per share is computed on the basis of the weighted-average
number of common shares outstanding. Diluted earnings per share is computed based on the
weighted-average number of shares outstanding plus the effect of outstanding stock options,
computed using the treasury stock method. Earnings per common share have been computed
based on the following:

Year Ended December 31,
2004 2003
Weighted-average number of common shares outstanding
used to calculate basic earnings per common share.......... 2,636,324 2,609,248
Effect of dilutive stock options........covevninciicinincecnnceee, 82,388 54,644
Weighted-average number of common shares outstanding
used to calculate diluted earnings per common share....... 2718712  2,663.892

Off-Balar:ce-Sheet Financial Instruments. In the ordinary course of business the Company has
entered into off-balance-sheet financial instruments consisting of commitments to extend credit
and undisbursed loans in process. Such financial instruments are recorded in the consolidated
financial statements when they are funded.

(continued)

27



OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY
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(1) Summary of Significant Accounting Policies, Continued

Fair Values of Financial Instruments. The fair value of a financial instrument is the current
amount that would be exchanged between willing parties, other than in a forced liquidation. Fair
value is best determined based upon quoted market prices. However, in many instances, there
are no quoted market prices for the Company's various financial instruments. In cases where
quoted market prices are not available, fair values are based on estimates using present value or
other valuation techniques. Those techniques are significantly affected by the assumptions used,
including the discount rate and estimates of future cash flows. Accordingly, the fair value
estimates may not be realized in an immediate settlement of the instrument or may not
necessarily represent the underlying fair value of the Company. The following methods and
assumptions were used by the Company in estimating fair values of financial instruments
disclosed herein:

Cash and Cash Equivalents. The carrying amounts of cash and cash equivalents approximate
their fair value.

Securities. Fair values for securities are based on quoted market prices, where available. If
quoted market prices are not available, fair values are based on quoted market prices of
comparable instruments. ‘

Federal Home Loan Bank Stock. Fair value of the Company's investment in Federal Home
Loan Bank stock is based on its redemption value, which is its cost of $100 per share.

Loans. For variable-rate loans that reprice frequently and have no significant change in credit
risk, fair values are based on carrying values. Fair values for certain fixed-rate mortgage (e.g.
one-to-four family residential), commercial real estate and commercial loans are estimated using
discounted cash flow analyses, using interest rates currently being offered for loans with similar
terms to borrowers of similar credit quality. Fair values for nonperforming loans are estimated
using discounted cash flow analyses or underlying collateral values, where applicable.

Deposit Liabilities. The fair values disclosed for demand, NOW, money-market and savings
deposits are, by definition, equal to the amount payable on demand at the reporting date (that is,
their carrying amounts). Fair values for fixed-rate time deposits are estimated using a discounted
cash flow calculation that applies interest rates currently being offered on time deposits to a
schedule of aggregated expected monthly maturities on time deposits.

Accrued Interest. The carrying amounts of accrued interest approximate their fair values.

Federal Home Loan Bank Advances, Junior Subordinated Debenture and Other Borrowings.

Fair values of Federal Home Loan Bank advances, junior subordinated debenture and other
borrowings which consist of securities sold under an agreement to repurchase are estimated
using discounted cash flow analysis based on the Company's current incremental borrowings
rates for similar types of borrowings.

Off-Balance-Sheet Financial Instruments. Fair values for off-balance-sheet lending
commitments are based on fees currently charged to enter into similar agreements, taking into
account the remaining terms of the agreements and the counterparties' credit standing.

(continued)
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Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Comprehensive Income. Accounting principles generally require that recognized revenue,
expenses, gains and losses be included in net earnings. Although certain changes in assets and
liabilities, such as unrealized gains and losses on available for sale securities, are reported as a
separate component of the equity section of the consolidated balance sheet, such items along
with net earnings, are components of comprehensive income.

Recent Pronouncements. In December 2003, the American Institute of Certified Public Accountants
issued Statement of Position 03-3, “Accounting for Certain Loans and Debt Securities Acquired
ina Transfer” (SOP 03-3). SOP 03-3 addresses accounting for differences between contractual
cash flows expected to be collected and an investor’s initial investment in loans or debt
securities acquired in a transfer if those differences are attributable, at least in part, to credit
quality. SOP 03-3 also prohibits “carrying over” or creation of valuation allowances in the initial
accounting of all loans acquired in a transfer that are within the scope of SOP 03-3. The
prohibition of the valuation allowance carryover applies to the purchase of an individual loan, a
pool of loans, a group of loans, and loans acquired in a purchase business combination. SOP 03-
3 is effective for loans acquired in fiscal years beginning after December 15, 2004. The
Company does not anticipate that the adoption of SOP 03-3 will have a material impact on its
consolidated financial condition or result of operations.

In March 2004, the Emerging Issues Task Force reached a consensus on Issue 03-1, “Meaning of
Other Than Temporary Impairment” (Issue 03-1). The Task Force reached a consensus on an
other-than-temporary impairment model for debt and equity securities accounted for under
Statement of Financial Accounting Standards No. 115, “Accounting for Certain Investments in
Debt and Equity Securities” and cost method investments, and required certain additional
financial statement disclosures. The implementation of the "Other-Than-Temporary Impairment"
component of this consensus has been postponed. Management cannot determine the effect of
the adoption of this guidance on the Company’s consolidated financial condition or results of
operations.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Share Based Payment.”
This Statement requires a public entity to measure the cost of employee services received in
exchange for an award of equity instruments, which includes stock options and warrants, based
on the grant-date fair value of the award. That cost will be recognized over the period during
which an employee is required to provide service in exchange for the award. Public entities will
adopt this Statement using a modified version of prospective application. Under this application,
this Statement will apply to new awards and to awards modified, repurchased, or cancelled after
the required effective date and to awards not yet vested that exist as of the effective date. This
Statement is effective as of the beginning of the first interim or annual reporting period that
begins after December 15, 2005. Management has not yet determined what effect this Statement
will have on the Company’s 2006 consolidated financial statements.

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets-an
Amendment to APB opinion No. 29." This Statement addresses the measurement of exchanges
of nonmonetary assets. The Statement is effective for fiscal periods beginning after June 15,
2005. Management believes this Statement will not have a material effect on the Company’s
consolidated financial statements.

Reclassifications. Certain reclassifications of prior year amounts have been made to conform to
the current year presentation.
(continued)
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(2) Securities

Securities have been classified according to management's intention. The carrying amount of
securities and approximate fair values were as follows (in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
At December 31, 2004:
Securities Held to Maturity-
Mortgage-backed securities.......... $24.134 $ 87 $(156) $ 24,065
Security Available for Sale-
Mutual fund .....cooeeeveeeeieenas $__250 $_- $_03) $ 247
At December 31, 2003:
Securities Held to Maturity-
Mortgage-backed securities......... $ 16,539 $ 12 $(109 $ 16,502
Security Available for Sale-
Mutual fund ......coeeeevvriinereeirenenns $§__250 $__- $_@ $__246

There were no securities sold during the years ended December 31, 2004 or 2003.

Securities with gross unrealized losses at December 31, 2004, aggregated by investment category
and length of time that individual securities have been in a continuous loss position, is as
follows (in thousands):

Less Than Twelve Months Over Twelve Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Value Losses YValue
Securities held to maturity-
Mortgage-backed securities..... $ 37 $35997 $(119)  $9.978
Security availabie for sale-
Mutual fund......cccoovveeveeinnn, $_ - $ - $_(3) $_247

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis,
and more frequently when economic or market concerns warrant such evaluation.
Consideration is given to (1) the length of time and the extent to which the fair value has been
less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the
intent and ability of the Company to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value.

(continued)
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(2) Securities, Continued
The unrealized losses on investment securities held to maturity were caused by interest rate
changes. It is expected that the securities would not be settled at a price less than the par value -
of the investments. Because the decline in fair value is attributable to changes in interest rates
and not credit quality, and because the Company has the ability and intent to hold these
investments until a market price recovery or maturity, these investments are not considered
other-than-temporarily impaired.

(3) Loans
The components of loans are as follows (in thousands):
At December 31,
2004 2003
Residential real €State ........ccooivivieeieeereeeereeseeeree e $ 61,070 $ 57,797
Muiti-family real estate.......cccovveveeeceeiriecieiiicercee e, 10,853 10,148
Commercial real €StAte ......ovveveveiiiviriirieereesrerreerrereeseeenes 38,064 26,129
Developed 1and .........cooeeiiieere e 18,169 16,783
ComMMECIAl..c.ciivveiieiiiirecriri e reecrrreeeecerreeeereeensaeens 581 490
CONSBITIET 1eeeirnrrrierrireeeeesreesssreessrsreeesssesteessresessssssesssssssees 162 72
TOtal 10ANS .oeceeeeiiicee e et 128,899 111,419
Add (deduct):
Net deferred loan costs and premiums.........ccoceeveeeene 539 393
Allowance for 10an 10SSeS ...cccveereeeveiecveereiiirvecreee o (628) (492)
OGNS, NEL..cvvveverirrieererisreeeeereceseseerieeeresssessessessesnsosesane $128,810 $111,320

An analysis of the change in the allowance for loan losses follows (in thousands):

Year Ended December 31,

2004 2003
Beginning balance .........cccceceeeereeeieiieeneseseee e $ 492 $288
Provision for 10an 10SSeS......cviivirieiiiiiieceei e 136 204
Ending balance.........coveervcenenininieiennnisieeene e $628 $492
(continued)
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(3) Loans, Continued
The following is a summary of information pertaining to impaired and nonaccrual loans (in
thousands):

—At December 31,

2004 2003

Impaired loans without a valuation allowance ............c.cceccvurunene. $ 3,268 $ -

Impaired loans with a valuation allowance ..........cccovvrveenennene. - _-

Total impaired 10ANS ......cccveeerrerrvereceriieeeeer e seeresene $ 3,268 $_-

Valuation allowance related to impaired loans......c..cccoceveeenene. $__ - $_-

Total nonaccrual loans .....coeeeeveeeeaniiiciee e $3.268 $_-

Total loans paid-due ninety days or more and still accruing....... $__- $_-

Year Ended December 31

2004 2003
Average investment in impaired 10ans ..........ccccoerineneeerinienneneen, $928 $_-
Interest income recognized on impaired loans .........c..ccccuevieeeenne. . $_-
Interest income recognized on a cash basis on impaired loans ... $ - $_-
(4) Premises and Equipment
A summary of premises and equipment follows (in thousands):
At December 31,
2004 2003
Land .o e $1,371 $ 626
Buildings and improvements .....c...co.ecevveerieneeiieneeereesreseneeneseennas 2,187 891
Furniture, fixtures and equipment............cceceeveerveereeineeeneesivennes 843 610
Leasehold improvements .........cccecevvvveneeiiieecsiinreneneenneneesesrennenne 107 -
TOtal, AL COSL.vieirririieririeietc ettt 4,508 2,127
Less accumulated depreciation and amortization .................. (394) 215
Premises and equipment, Net..........cceevveevrenrieeeeeeeresrenereennees $4,114 $1912
(continued)
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(4) Premises and Equipment, Continued
The Company leases one branch facility under an operating lease. The lease contains two five-year
renewal options and requires the Company to pay an allowable share of common area
maintenance and real estate taxes. Rent expense under operating leases during the years ended
December 31, 2004 and 2003 was $70,000 and $67,000, respectively. At December 31, 2004,
the future minimum lease payments are approximately as follows (in thousands):

Year Ending Amount
2005 e ae e $ 59
2006 oot 59
2007 oot 59
2008 e 60
2009 .o e 60
Thereafter....cooceviiveviiiiieeceee s, 260
$55

(5) Deposits
The aggregate amount of time deposits with a minimum denomination of $100,000, was
approximately $27.0 million and $24.4 million at December 31, 2004 and 2003, respectively.

A schedule of maturities of time deposits follows (in thousands):

Year Ending

December 31, Amount
2005, e $47,384
2000..cccc e e 9,831
2007 e 8,143
2008, e 13,547
2009 e 10,440

(continued)
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(6) Federal Home Loan Bank Advances and Junior Subordinated Debenture

The maturities and interest rates on the Federal Home Loan Bank ("FHLB") advances were as
follows (dollars in thousands):

Maturity

Year Ending Call Interest At December 31,

December 31, Date Rate 2004 2003
2004.....coviiiiiiie - 1.15% $ - $ 1,850
2004 - 3.93 - 2,000
2006......ociiiiiccinn, - 244 2,200 2,200
2007, - 3.48 2,500 2,500
2007 - 3.70 2,000 2,000
2008 2005 2.03 3,000 3,000
2012 2007 4.05 3,000 3,000
2013 e 2008 342 2,000 2,000
2013 e, 2008 3.09 3,000 3,000
2013 e, 2008 2.80 1,950 1,950
2003 s 2008 2.56 3,000 3,000
2003, 2008 3.44 3,000 3,000
2014, 2007 3.14 4,000 -
2014 i 2009 3.64 8.000 -
$ 37,650 $ 29,500

Certain of the above advances are callable by the FHLB at the dates indicated.

At December 31, 2004 and 2003, the FHLB advances were collateralized by a blanket lien on
qualifying residential one-to-four family mortgage loans, commercial and multi-family real
estate loans and ali of the Company’s Federal Home Loan Bank Stock.

On September 30, 2004, the Company issued a $5,155,000 junior subordinated debenture to an
unconsolidated subsidiary. The debenture has a term of thirty years. The interest rate is fixed at
6.4% for the first five years, and thereafter, the coupon rate will float quarterly at the three-
month LIBOR rate plus 2.45%. The junior subordinated debenture, due in 2034, is redeemable
in certain circumstances after October 2009.

(continued)
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(7) Other Borrowings

Other borrowings consists of securities sold under an agreement to repurchase. The securities sold
under the agreement to repurchase were delivered to the broker-dealer who arranged the
transactions. Information concerning the securities sold under an agreement to repurchase is
summarized as follows (dollars in thousands):

2004
Balance at year end ........ccccverieieircinininniee e $ 5,000
Average balance during the year......c...cvecevevinceerenieicceesenienenns $7,719
Average interest rate during the year........c.cocveveveniceccnncnncnn, 2.25%
Maximum month-end balance during the year .............cccoerveeeeee. $ 8,750
Securities held to maturity pledged as collateral ...........cceevrnreeee. $5,672

Year Ended December 31,

2003

$ 8,750
$ 194
2.36%
$ 8,750
$ 9,900

The maturities and interest rates on securities sold under an agreement to repurchase are as follows

(dollars in thousands):

Maturing
Year Ended
December 31,

......

Interest
Rate

1.20%
1.58%
2.33%
2.95%

At December 31,

2004
$ -

3,000
2.000

$ 5,000

2003

$ 8,750

At December 31, 2004, the Company also had $2.5 million available under a line of credit. There
were no amounts outstanding in connection with this agreement at December 31, 2004.

(8) Financial Instruments

The estimated fair values of the Company's financial instruments were as follows (in thousands):

Financial assets:

Cash and cash equivalents........c.cceevennee.
Securities held to maturity.......ccooecvnneeee.
Security available for sale ........coreenenenn,
LOans oo e
Federal Home Loan Bank stock.............
Accrued interest receivable .......cccceneeee

Financial liabilities:

Deposit liabilities.....cccoocverieevrenircninceeeen,
Federal Home Loan Bank advances.......
Other boIrowings .....covovveeeeeciiinieiennnne
Junior subordinated debenture ...............
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At December 31, 2004
Carrying Fair Carrying
Amount Value Amount
....... $ 3,223 $ 3223 § 539
....... 24,134 24,065 16,539
....... 247 247 246
....... 129,319 129,376 112,726
....... 1,965 1,965 1,525
....... 878 878 1,224
....... 97,994 98,404 80,744
....... 37,650 38,075 29,500
....... 5,000 4,952 8,750

....... 5,155 5,383

At December 31, 2003

Fair
Value

$ 3539
16,502
246
112,734
1,525
1,224

81,566
30,512
8,750

(continued)
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Notes to Consolidated Financial Statements, Continued

(8) Financial Instruments, Continued
The Company is party to financial instruments with off-balance-sheet risk in the normal course of
business to meet the financing needs of its customers. These financial instruments are
commitments to extend credit and undisbursed loans in process and may involve, to varying
degrees, elements of credit and interest-rate risk in excess of the amount recognized in the
consolidated balance sheet. The contract amounts of these instruments reflect the extent of
involvement the Company has in these financial instruments.

The Company's exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit and undisbursed loans in process is
represented by the contractual amount of those instruments. The Company uses the same credit
policies in making commitments as it does for on-balance-sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Because some of the commitments
are expected to expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The Company evaluates each customer's credit
worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by
the Company, upon extension of credit, is based on management's credit evaluation of the
counterparty.

Commitments to extend credit typically result in loans with a market interest rate when funded. A
summary of the amounts of the Company's financial instruments with off-balance-sheet risk at
December 31, 2004 follows (in thousands):

Estimated
Contract Carrying Fair
Amount Amount Value
Undisbursed loans in process........c.ccoceeevnnenee $__879 - —
Commitments to extend credit.........ccoeuveennnee. $10,536 - - - -

(9) Credit Risk
The Company grants the majority of its loans to borrowers throughout Broward and portions of Palm
Beach and Miami-Dade Counties, Florida. Although the Company has a diversified loan
portfolio, a significant portion of its borrowers' ability to honor their contracts is dependent upon
the economy in Broward, Palm Beach and Miami-Dade Counties, Florida.

(continued)
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(10) Income Taxes
Income taxes consisted of the following (in thousands):

Year Ended December 31,

2004 2003
Current:

FEABTAL ..ottt esae e sarasstssraeaesaesaen $1,071 $ 70
STALE evveiierierr et e sre e et e sreestressre e re e srbaeestaeesinaensbaes 174 13
Total CUITeNt.....ccoeviiieeier e e eeeens 1.245 83

Deferred:
Federal .....cccoovrveennncicmiinecniinec e (246) 442
STALE vovveerrreeeeeiir e er et crrerr e ree s e st e st eesmee e e nee s (33) 75
Total deferred......oovviveeeciiiiccceeiinireee e 279 517
TOUAL et $ _966 $ 600

The reasons for the differences between the statutory Federal income tax rate and the effective tax
rate are summarized as follows (dollars in thousands):

Year Ended December 31,

2004 2003
% of % of
Pretax Pretax

Amount Earnings Amount Earnings

Income taxes at statutory rate .........coeveennene $ 862 34.0% $535 34.0%
Increase resulting from:
State taxes, net of Federal tax benefit...... 93 3.7 58 3.7
OLhET oot 1 _4 _1 _4
$ 266 38.1% $600 38.1%
(continued)
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(10) Income Taxes, Continued
The tax effects of temporary differences that give rise to significant portions of the deferred tax
assets and deferred tax liabilities are presented below (in thousands).

At December 31,

2004 2003
Deferred tax asset:

Allowance for 10an 10SSES ...cuvivuerveeiiieeciie e $126 $ 75
Organizational and preopening CostS..........oceveererrreseeerirrenens 28 60
0 11T (T U UTRUT SRR PRURO 3 1
Deferred tax asSetS..coiiiivieiiiivieeciieiceieeieeseeieeserene 157 136

Deferred tax liabilities:
08N COSES trviiiiiiiriiiiiieiiiieeesirir e eetr s sveeessreeeeeraeeaeesseesenanes 68 182
Accrual to cash adjustment........ccccoeveveeciiicneceicee e 248 423
Premises and eqUIpmMent .......covvvvveeieiiiieeiecriieee e e 129 105
OTNET ittt rese e sr e erne e reeneebeeanens 17 _10
Deferred tax liabilities ........coovvevveeivinriciiicceeceene 462 720
Net deferred income tax Hability .........ccoeeevviieeenerenes $305 $584

(11) Related Party Transactions
The Company has entered into transactions with its executive officers, directors and their affiliates in
the ordinary course of business. There were no loans to related parties at December 31, 2004 or
2003. At December 31, 2004 and 2003, these same related parties had approximately
$1,362,000 and $1,365,000, respectively on deposit with the Company.

(12) Stock Cempensation

The Company established an Incentive Stock Option Plan (the "Plan") for officers, directors and
employees of the Company and reserved 522,000 shares of common stock for the plan. Both
incentive stock options and nonqualified stock options may be granted under the plan. The
exercise price of the stock options is determined by the board of directors at the time of grant,
but cannot be less than the fair market value of the common stock on the date of grant. The
options vest over three and five years. The options must be exercised within ten years from the
date of grant. At December 31, 2004, options to purchase 116,500 shares remain available for
grant.

(continued)
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(12) Stock Compensation, Continued

A summary of the activity in the Company's stock option plan is as follows (dollars in thousands,

except per share amounts):

Outstanding at December 31, 2002 ...
Granted .......ooveeiviecieeeerereree e

Outstanding at December 31, 2003 ...
Granted .....oovvveeveveeeevevrereeeeeessrnneeens

Outstanding at December 31, 2004 ...

Range of
Per Share
Number of Option
Shares Price
272,000 $5.00-6.75
15.000 8.20
287,000 5.00-8.20
124,500 10.00
(35,067)  5.00-6.75
(6.000) 6.75-8.20

370433 $5.00-10.00

Weighted-
Average Aggregate
Exercise Option
Price Price
5.59 1,520
8.20 123
5.72 1,643
10.00 1,245
522 (183)
723 (43)
$ 219 $2.662

The weighted-average contractual lives of the outstanding stock options at December 31, 2004 and
2003 were 91 months and 95 months, respectively. At December 31, 2004, the stock options
granted under the plan are exercisable as follows:

Year Ending
December 31,

Number of
Shares

Weighted-Average
Exercise Price

$ 535
8.39
8.64
8.64
9.83

10.00

$_ 7.1

NO

Effective January 1, 2002, the Board of Directors adopted a nonemployee director compensation and
stock purchase plan under which each outside director is required to purchase Company stock
with compensation for board meetings at a price no less than fair market value. A total of 15,000
shares have been authorized for issuance to outside directors under this plan. A total of 1,534
and 1,108 shares of common stock were sold to outside directors under this plan during the years
ended December 31, 2004 and 2003, respectively. A total of 11,348 shares are available for

issuance at December 31, 2004.
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(13) Regulatory Matters

The Company and the Bank are subject to various regulatory capital requirements administered by
the regulatory banking agencies. Failure to meet minimum capital requirements can initiate
certain mandatory and possibly additional discretionary actions by regulators that, if undertaken,
could have a direct material effect on the Company’s and the Bank's financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Company and the Bank must meet specific capital guidelines that involve quantitative measures
of their assets, liabilities, and certain off-balance-sheet items as calculated under regulatory
accounting practices. The capital amounts and classification are also subject to qualitative
judgments by the regulators about components, risk weightings, and other factors. Prompt
corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company and
the Bank to maintain minimum amounts and percentages (set forth in the following table) of total
and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined) and of Tier 1
capital (as defined) to average assets (as defined). Management believes, as of December 31,
2004, the Company and the Bank met all capital adequacy requirements to which they are

subject.

As of December 31, 2004, the most recent notification from the regulatory authorities categorized
the Bank as well capitalized under the regulatory framework for prompt corrective action. To be
categorized as well capitalized, an institution must maintain minimum total risk-based, Tier I
risk-based, and Tier I leverage percentages as set forth in the following tables. There are no
conditions or events since that notification that management believes have changed the Bank's
category. The Company’s and the Bank's actual capital amounts and percentages are also
presented in the table (dollars in thousands).

As of December 31, 2004:
Total capital to Risk-
Weighted assets:
Company.......cceeevennun.

Tier I Capital to Risk-
Weighted Assets:

Tier I Capital
to Total Assets:

For Capital Adequacy

Minimum
To Be Well

Capitalized Under
Prompt Corrective

40

Actual Purposes Action Provisions
Amount Y% Amount % Amount %
$22,329 20.68%  $8,639 8.00% $ N/A 10.00%
22,207 20.57 8,636 8.00 10,795 10.00
21,701 20.10 4,320 4.00 N/A N/A
21,579 19.99 4,318 4.00 6,477 6.00
21,701 13.49 6,433 4.00 N/A N/A
21,579 13.42 6,433 4.00 8,041 5.00

(continued)
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(13) Regulatory Matters, Continued

Minimum
To Be Well
Capitalized Under
For Capital Adequacy Prompt Corrective
Actual Purposes Action Provisions
Amount % Amount _%%_  Amount Y
As of December 31, 2003:
Total capital to Risk-
Weighted assets.............. $ 15,389 16.71%  $7368 8.00% $9,210 10.00%
Tier I Capital to Risk-
Weighted Assets............. 14,896 16.17 3,685 4.00 5,528 6.00
Tier | Capital

to Total Assets................ 14,896 12.02 4,956 4.00 6,195 5.00

(14) Dividends

The Company is limited in the amount of cash dividends that may be paid. Banking regulations place
certain restrictions on dividends and loans or advances made by the Bank to the Holding
Company. The amount of cash dividends that may be paid by the Bank to the Holding Company
is based on the Bank's net earnings of the current year combined with the Bank's retained
earnings of the preceding two years, as defined by state banking regulations. However, for any
dividend declaration, the Company must consider additional factors such as the amount of
current period net earnings, liquidity, asset quality, capital adequacy and economic conditions.
It is likely that these factors would further limit the amount of dividend which the Company
could declare. In addition, bank regulators have the authority to prohibit banks from paying
dividends if they deem such payment to be an unsafe or unsound practice.

(15) Contingencies
Various claims also arise from time to time in the normal course of business which, in the opinion of
management, will not have a material effect on the Company's consolidated financial statements.

(16) Simple IRA
The Company has a Simple IRA Plan whereby substantially all employees participate in the Plan.
Employees may contribute up to 15 percent of their compensation subject to certain limits based
on federal tax laws. The Company makes matching contributions equal to the first 3% of an
employee’s compensation contributed to the Plan. Matching contributions vest to the employee
immediately. For the year ended December 31, 2004, expense attributable to the Plan amounted
to $32,124. There were no contributions for the year ending December 31, 2003.

(continued)
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(17) Holding Company Financial Information
As discussed in Note 1 to the Consolidated Financial Statements, the Holding Company was
organized during 2004. The Holding Company's unconsolidated financial information as of
December 31, 2004 and for the year then ended follows (in thousands):

Condensed Balance Sheet

At December 31,

2004
Assets
CASH ettt ettt ettt ettt et e bt bbbk b et bbbt b sena s eranes $ 105
Investment in SUBSIAIAIY ....c.coeeveereiineeeen e eeene 21,576
OtheT @SSELS. i eueeeieieieeeieeeieertr s e e s e eser st e e b e s e eseeeea b e eanene e reeemaeenre eaae 282
TOAL BSSEES...cvviriereerieirererreerer et eseserteseesesessasesseseesessasessasessssesnsseseens $21.963 -
Stockholders' Equity
Accrued interest payable ........oocvveeeeiieiii e e $ 85
Junior subordinated debenture.......cccvvvieeeiiiiiiiiiiies e 5,155
Stockholders' €qUILY ....cccvirirrienineeiiiir s 16.723
$21.963
Condensed Statement of Earnings
Year Endéd
December 31,
2004
Earnings of SUDSIAIAIY ...cvvveveeeiinincrciieer ettt srsaesesn e $ 1,651
EXPEIISES covveverrieiieesirieerieessresenntassreeseecsnneesnecsntessneesmnesserassonnassnbesaassenne (81)
INEL BAMMINGS ...ovivierereririererererisessseresesesereresserssesessessssssesssensrssessnsesees $ 1570
(continued)
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(17) Holding Company Financial Information, Continued

Condensed Statement of Cash Flows

Cash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash used in

operating activities:
Equity in undistributed earnings of subsidiary
Increase in other assets
Increase in accrued interest payable

Net cash used in operating activities

Cash flow from investing activities:
Dividend from subsidiary
Investment in subsidiary

Net cash used in investing activities

Cash flows from financing activities:
Issuance of junior subordinated debenture
Proceed from sale of common stock
Proceed from exercise of common stock options

Net cash provided by financing activities..........ccoveeeriivnrennnnn.

Net increase in cash
Cash at beginning of the year

Cash at end of year
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...................................................................................

.........................

..............................................................

.........................................

..........................................................

.........................................

...............................................

...........................

...............................................................

...............................................................................

Year Ended
December 31,
2004
$ 1,570
(1,651)

(282)
85

(278)
150

(5.120)

(4.970)

5,155




Report of Independent Registered Public Accounting Firm

OptimumBank Holdings, Inc.
Fort Lauderdale, Florida:

We have audited the accompanying consolidated balance sheets of OptimumBank Holdings, Inc.
and Subsidiary (the "Company") at December 31, 2004 and 2003, and the related consolidated
statements of earnings, stockholders' equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Company at December 31, 2004 and 2003, and the results
of its operations and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

HACKER, JOHNSON & SMITH PA
Fort Lauderdale, Florida
February 22, 2005
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